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ACE	  Research	  Vignette:	  How	  does	  networking	  contribute	  to	  the	  bottom	  
line?	  -­‐	  The	  value	  of	  purpose-­‐driven	  networking.	  
	  	  
	  
This	   series	   of	   research	   vignettes	   is	   aimed	   at	   sharing	   current	   and	   interesting	   findings	   from	   our	   team	   of	   international	  
researchers.	  In	  this	  vignette,	  Dr	  Martie-­‐Louise	  Verreynne	  from	  the	  University	  of	  Queensland	  Business	  School	  summarises	  
the	  findings	  from	  a	  paper	  written	  in	  conjunction	  with	  	  Sarel	  Gronum	  and	  Tim	  Kastelle	  from	  the	  UQ	  Business	  School	  that	  
examined	  if	  networking	  really	  contributes	  to	  small	  firms’	  bottom	  line.	  Their	  findings	  show	  that	  unless	  networks	  are	  used	  
for	  productive	  means,	  efforts	  to	  cultivate	  and	  maintain	  them	  may	  be	  wasteful.	  	  
	  
Background	  and	  Research	  Question	  
	  
The	  objective	  of	  this	  research	  is	  to	  understand	  the	  contribution	  of	  networks	  to	  innovation	  and	  firm	  performance	  in	  small	  
and	  medium	  enterprises	  (SMEs).	  	  
	  
Innovation	   is	  vital	   to	  advancing	   living	   standards	  and	  wealth	  creation.	  While	   innovation	  occurs	   in	  many	  guises,	  business	  
plays	  a	  leading	  role	  in	  creating	  innovation	  and	  translating	  it	  into	  useful	  applications	  for	  the	  market.	  Businesses	  innovate	  
when	  knowledge	   is	  commercialized,	  usually	   in	   the	   form	  of	  new	  products,	  services,	  processes	  or	  business	  models.	  Since	  
Schumpeter	  suggested	  that	  large	  firms	  are	  more	  likely	  to	  innovate	  than	  their	  smaller	  counterparts,	  researchers	  and	  policy	  
makers	   have	   examined	   this	   phenomenon.	   In	   SMEs	   there	   has	   been	   overwhelming	   evidence	   that	   innovation	   supports	  
performance,	  however,	  the	  dynamics	  of	  this	  relationship	  remain	  ambiguous.	  
	  
We	  examined	  one	  potential	  explanation,	  namely,	  “is	   the	  establishment	  of	  networks	   important	   to	   support	   innovation	   in	  
resource	  strapped	  SMEs”.	  	  
	  
Networks	   are	   a	   form	   of	   social	   capital	   and	   can	   be	   viewed	   as	   all	   the	   resources	   embedded	   in	   network	   relationships	   of	  
individuals,	  communities,	  networks	  or	  societies.	  While	  researchers	  have	  examined	  the	  direct	  benefit	  of	  networks,	  there	  is	  
also	  evidence	  that	  networks	  and	  the	  social	  capital	  embedded	  in	  these	  relationships	  are	  important	  for	  innovation.	  The	  way	  
in	  which	  both	  these	  organisational	  processes	  interact	  to	  support	  performance	  are	  less	  clear.	  We	  explored	  this,	  using	  the	  
model	  shown	  in	  Figure	  1.	  
	  
Figure	  1.	  Networks	  as	  a	  driver	  of	  innovation	  and	  performance	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How	  we	  investigated	  this	  
	  
This	  quantitative	  study	  used	  a	  large	  scale	  longitudinal	  dataset	  on	  small	  firm	  innovation	  and	  performance,	  the	  Australian	  
Bureau	   of	   Statistics’	   (ABS)	   Business	   Longitudinal	   Databases	   (BLD),	   to	   shed	   light	   on	   the	   direction,	   temporality	   and	  
contextual	  nature	  of	  the	  network	  –	  innovation	  –	  performance	  relationship.	  	  
	  
What	  we	  found	  
	  
We	  found	  that	  strong,	  heterogeneous	  ties	  do	  improve	  innovation	  breadth	  in	  SMEs	  (Link	  A	  in	  Figure	  1).	  Networks	  provide	  
SMEs	  with	  more	  access	  to	  resources,	  complementary	  skills,	  capabilities	  and	  knowledge	  that	  are	  not	   internally	  available.	  
Such	   resources	   are	   essential	   to	   innovation	   implementation;	   further	   confirming	   structurally	   embedded	   (heterogeneous	  
ties)	  as	  well	  as	  relationally	  embedded	  (strong	  ties)	  social	  capital	  to	  enhance	  implementation	  of	  innovation	  or	  exploitation.	  	  
	  
The	   findings	   also	   indicated	   that	   innovation	   breadth	   supports	   SMEs’	   performance	   (Link	   B	   in	   Figure	   1).	   This	   confirms	  
empirical	   studies	  which	   show	   that	   innovation	   output	   enhances	   firm	   performance	   because	   of	   among	   others,	   increased	  
competitiveness,	  but	  that	  the	  innovation	  process	  also	  transforms	  the	  firm’s	  internal	  capabilities,	  making	  it	  more	  adaptive	  
to	  change.	  	  
	  
The	   connection	   between	   network	   ties	   and	   firm	   performance	   is	   also	   more	   complex	   than	   previously	   thought,	   as	   the	  
positive	   association	   is	   mediated	   by	   innovation	   (Links	   A	   and	   B	   in	   Figure	   1).	   The	   relationship	   between	   networks	   and	  
performance	   is	  much	   less	  pronounced	   than	   the	   relationship	  between	  networks	  and	   innovation.	  Networks	  have	  a	   small	  
positive	   relationship	   with	   sales	   growth	   and	   range	   of	   product	   or	   service	   growth	   but	   no	   relationship	   was	   evident	   with	  
profitability	  and	  productivity	  growth.	  This	  finding	  provides	  a	  more	  detailed	  explanation	  of	  the	  mechanisms	  through	  which	  
performance	  benefits	  are	  derived	  from	  network	  establishment	  by	  arguing	  that	  innovation	  output	  should	  be	  regarded	  as	  
an	  intermediate	  outcome	  linking	  networks	  as	  an	  element	  of	  the	  process	  of	  innovation	  with	  firm	  performance.	  	  
	  
Business	  and	  Policy	  Advice	  
	  
Our	  analysis	  shows	  that	  unless	  networks	  are	  used	  for	  productive	  means,	  efforts	  to	  cultivate	  and	  maintain	  them	  may	  be	  
wasteful.	   SME	  owners	   and	  managers	   should	   therefore	  utilise	   their	   limited	   resources	   in	   establishing	  diverse	   and	   strong	  
network	   links	   in	  adopting	  an	  open	  innovation	  orientation.	  Such	  network	   links	  should	  be	  primarily	  directed	  at	   increasing	  
innovation	  breadth;	  a	  mechanism	  that	  unlocks	  the	  performance	  value	  of	  networks.	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